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SUBJECT: Internet Tax Freedom Act/Del ete Repeal Date

SUMVARY

This bill would renmove the expiration date fromthe California Internet Tax
Freedom Act, maki ng the noratorium agai nst specified Internet taxes permanent.

EFFECTI VE DATE

This bill would become effective on January 1, 2001.

LEG SLATI VE H STORY

AB 1614 (Stats. 1998, Ch. 351) enacted the California Internet Tax Freedom Act,
prohi biting specified Internet taxes for three years.

The following bills for 1999/2000 al so deal with taxation and the Internet.

AB 2188 woul d exenpt fromtax the sale of tangi ble property purchased over the
Internet. AB 2412 would require a retailer affiliated with a retailer doing
business in California to collect the sales and use tax. SB 1377 woul d exenpt
the sale of tangible property ordered over the Internet fromtaxation. SB 1933
woul d establish the California Comm ssion on Tax Policy in the New Economy to
develop a long-termstrategy for revising the state and | ocal tax structure for
California. SB 1949 would require the governor to appoint a representative to
work with other states to develop a nulti-state sales and use tax collection and
adm ni stration system

BACKGROUND

The federal Internet Tax Freedom Act established the Advisory Commi ssion on

El ectronic Comrerce to study federal, state, local, and international taxation
and tariff treatnent of transactions using the Internet and other conparable
intrastate, interstate, and international sales activities. The 19-nmenber

commi ssion, conprised of representatives fromfederal, state, and | oca
governnents and the electronic industry, is required to report its findings and
recomendations to Congress. A nmpjority of the commr ssioners approved policy
proposals to (1) reduce the ampbunt of tax consuners pay by repealing the 3%
federal excise tax on tel econmuni cati ons services; (2) permanently prohibit
states or localities fromtaxing Internet access fees; and (3) extend the current
federal nmoratoriumon nultiple and discrimnatory taxes on the Internet.
However, the federal comm ssion was unable to achieve the required two-thirds
support necessary for a formal recommendati on.
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SPECI FI C FI NDI NGS

The United States Constitution |imts state authority to | evy taxes and
aut hori zes Congress to regulate commerce between the states and with foreign
nations.

Current federal |aw inposes various taxes on businesses and individuals.

Current state and | ocal |aws inpose various state and | ocal taxes on businesses
and individuals in the state, including a state personal income tax and a state
bank and corporation incone and franchise tax. The Franchi se Tax Board is
responsi ble for adm nistering these i ncome and franchi se taxes.

Current federal law, the "Internet Tax Freedom Act," inposes a three-year
nmoratori um on new taxes on Internet access and on "nultiple or discrimnatory"”
taxes on electronic comerce. The noratoriumw |l expire in Cctober 2001.

Current state law, the “California Internet Tax Freedom Act” placed a three-year
nmoratorium on | ocal taxation of Internet access or online computer services and
bit or bandw dth taxes and prohibited any discrimnatory tax on Online Conputer
Services or Internet access. The act expressly permts the inposition of sales
and use taxes, business license taxes, utility user taxes, and any other new or
exi sting tax of general application. The noratoriumw |l expire on

January 1, 2002.

This bill would renmove the expiration date fromthe Internet Tax Freedom Act,
maki ng the noratorium agai nst specified Internet taxes permanent.

| npl enent ati on Consi derati ons

This bill would not inpact the prograns adm nistered by the departnent.

FI SCAL | MPACT

Departnental Costs

This bill would not inpact the departnent’s costs.

Tax Revenue Esti mate

This bill would not inpact Personal Inconme Tax or Bank and Corporation Tax
revenues.

BOARD POSI TI ON

Pendi ng.



